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sulyjecteid Loy pressure becanse althoush u fall in imports will

recesty, ib must he smaller han lhe originnilosa of exporis 1f Lhe

‘ Tnnrginal propensity o save Is greaber than zerp. (1) .

[ this shuation, o coanliy e&n sllow e mmblaplier vffect
Lo opserade Teoely or il can lake any of these Tines (2} of actioa.

' ) a follow, the traditional geld standaxt ybavsur by

doflaling st hamo in order (o restors squilibrium in the bakneo

‘ of payments.  Such a poliey doss nedbing to suslain domislic
slability, it would further reduss mosey Intomes anil probahly

' real ineonyes as well,  In olter words, the equililiviam in 1ho

lmlaisse of paymenls will be itaxireel, according to (his method,

b albowing the oxkeenal pnlluences W fake their “nataral™

Ealew poecd, sSL uupmqumm,wlmumwfmm
edidetion in (mpsets o the lesed of e redbas] esparte Dasing Uhal G
# cempEEAry Proewure a6 Uhe teiance of pedeess will occar

2 W, A Balonk, “Poreign Trade My 1a ihe Faioms Opcle” Pubhe
Peokiy, Velume T pestewiesd La Meadssgs (v i0e Theory aof Pt oyl
Frada, Gh. 9, pp. NL-=N
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Boprse, Uherpliy ummm # eorpespumding eombrocling 1 ol
‘weonotisic activilies, cnaployoant and meome.
" (b Andtber chuloe, direclly snlithetical to kb flst ooe,
it offaet the effoct o wnegmes an U loss of -zpum Iy Wuns
'mamdm anel fisenl msasures lo stimulate Twans mclivily, This
G by made cloar by o simple cdainpde.  Dmugise a eouitry
whise. fiwmidary anthorities (end o kevp the nalional inowns
al a bevel oompatibile with gl employment al th Fivon wige
siraciure.  Suppise o depression fakes place abroad.  Tise
oonindrs’s exparts will fabl we & vesull af 1he fald 1m0 forsigm -
mand. There will be o s oF poanw s omploramenl o W
wnpoed indusbries. I nofhisg s cdooc, fhe depression w U
export ineostries is lkely 1o Jeaid, tuotels e Tarmilbar pom D8 il bey
meclstiiin, o a general and eumulalive doprssam in e
home-muried (doslsies o well.  Tho depression ab o will
wibamalically lend lo biring abowl o reduction in IMports lo U
leval nf the reduced exports.  Equilibriem will have Deen reslos
o i the balance of payments, bud only be rendering Lhe de
I Geder to prevent ths sprisd of depression, Lhe exantry
we are considering must endsavor o offset the Tl in Tormge
expendilune on ks exparts by an imereage in dediwslic expun-
didre, Thoagh a boeal or partial dopression 1s Ws exparl
indasirees gy De inevilable, a general amd cumolilive de
pressicn of Ew whale ceomomy can probably bo averted Ly samw
Spffsetling” policies. I oso fur xs ihe yolume of smployinent
deponds on fodnl sxpemibiture, it s essentinl that lotal expea-
dbitaro bo makntuined, which ‘means 10 this case that the flow
- of domestio spending mwst be bicrcased 30 a5 Lo compensale for
he dockine in forelen exponditure oo the country's exports.
, Wmmwndmml ineame policy of the type
Aescribod is lnbeaded, cloariy, not to mise lotal expesditure, bat
! B prevent i from fallimg. Since, thersfore. the nalional -
fome s el mised atiove its previous bevel, this policy doss nol
necesssrily lead g an increass i imports sbove Wieir previcus
level. Yol, tles amount of imparts, and hence e gap in o
Dalance of payments, will cerlainly be greater than i1 the
mnlryﬂmdupmhwhmwmuhmndmm
oy Nmmmaimma ineomies, ek o courie




O ¥ 8 KPAWLLA, < XETRORE CF ANTRFTARST 1

- will wpgpreata e feneleary foward w l‘e‘.ﬁﬁf i fhe balamed of
3.-':4_7.:'.-;‘""«,

- - 0 The cosidry can abior the blaseo of paymests by
| wlsuwing The oxelage rale o depreciato n resporse fo fine vngi-

| nal deop 0 exporls, o by employing luriffe, fxpart losilies v
o ol devioes designed vither 1o slimulate exporte o redicen 1he
l|. - _J propensiby By import o bolh. A combination of e previons
C o oomrse of action with this ame bhas fhe doalile effeel of lorestall-
e both the decline i moner mcumes aml i pressan o the

» habsmew s paymends, allbauigh A caminod affst he deeline in
© L weal pwtoaes caussd by Ue adverss ehange in he lewvne of trade

H ) I apprnsskig these snsassees Ldor vo, spocial atbadion will g
e given o the (alerpeetation of exehangs bopreciokion remsdy; '
| lecanss, whilo e st of devices conform (b our (hesis Ut sueh :

putkese of aclion nsasd resalt witimatedy o o general conbmction
1 i the viume of inbernational tansactons, exchange deprodial-
' bon s not invodve formslly sech & gualification,

= (4] The Usroe previous deviees are ussd geoerally, i hand-
. ling an (ogiediale situstices crestod by he decline 1 oxports.
™ Iy Whe long ran, bowever, still amother policy is possible. The
by, enn allenspd to isulete lelf from Mactuations original- o5
ing in other counlries by weducing ils dopencines eu foreigs ""
trade i general, diverling expendidire from imports W lwome: "
prealsicod goods grd solling mone of 18 production at bome and "y --r
o less wn the expost markebs. suchawlurwham .
,- bwllwlkdmﬂnnmwhmld&dhmw
Mucluations than the export markels, '

&mumwdﬁ)mhhmhhhmm o e
oountries into an eronomic bbee.  Here nguin, Ibe Islos may Le al
formed becamsseo il is thought thal husines oyecles in the member ~.“|
.mmmmmh‘mm m-ltwluhpihlblnt . -

Juint effort to contrel eytlical fuctuations, L

mmmmmuwtmﬂum bul.mm“‘! "
|mmmmmlnmuﬁwMthMInﬂdmnﬁ:: 'i :

by bilateral trade palicses, wwmamrwm .
nrrngements. {4 B
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150 Pusally, the country Tasimg such o problem coalbd
resort Lo searie of 1he recently devedoped internationnl teonelary
nrganazdioms (30 for awl.  These organizations aim af providing
Ma syslomy ol stable exchanges whizh & loss likely Uy enise uoed-
less tibsery bo the wurbd, amd ke less l.illlli:l b disrepd ileell upder

e pressarn of s own upnuml The mwesias o bemplatid

 Uhese arganizations ave, Tind, "o provida sach of the participat.
ing conalries wilh a sabslilute for a gobd reserve, so (hal dlse
pvounl of dissgmlitrinm which g ceour withowl selling wp

py reaction i very mch isereased.  This woald alloww o winp),
Yonger bresiling spmoe within which measures o westare onuilis
biritm can be lakes, and would provide reserves degwnibine (4,
soqrg sl of madiomal plan, il e on it zecibenlin] -
tumstances of how moech golid Pere Bappons & be o any conntey
a1 & parbionler mamenl. Secoond, to amlertzke eessuses b e
slore oqquilibeivm, by conaulialion Between Ihe nnlions cumeer.
wod, o b sagpest mensgres of o less lorturing kind than !hme
vimpisel by the gold standerd.  Third, 1o give soine dogree o
reality o the theoreliend syommmetry of lhe gold slandsivg, |..;.-
sizsesling mesures b0 resbare equikibrivm o the surplus ns
Well gs to (he deficl coundries.’” 1§

" Such are bthe geners] Weals yoderlying ibhese inbermational
organdeifions.  The “Inlernational Monetary Fond™ and “Tiw
Bank for flecosistraction and Development' pdoplod amd ens
badiad sach basie principles 35 nternatsonal Mabitity, exehupge

Mlexibibity, provishon of Ialeenaljanal reserves and fntermational

Inding o help conntries preserve their sntemal stonomies fron
disruptive otsade [arces,

The addidsonul Uguidity provided by e Inlernational
H"ﬁulm Fund s usefo]l b0 any sugle counley pursuing a full
s ployment policy "since It affonds additional proleclion ngainst

]
e ——

Ak hummmdmmmtmu
Thite eefunizstiiee, b A Mamsen | gweriea’s Rl ¢x Qhe Wierld Fiotomy

i lobimon “The [masymaiiomal Cursency Propossls™ The SNewr
Mu W 8 lsra, oML
* m-umwwmm-m
ﬂfhl Tank I Revoosirietion und Developmend.” Ity Keyom  Tiase ppeys
Mg wles poblisend in Th= Mew Ecosorics pn Sh0-40.
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Gornpery ddislurlsnees onlevmg frosn odlside”™ & A etealey
e pedrsdinl of e abjeetbee et not b debsrend, the selore,
by shifienltion, nebual or aalicipotnl, By e balanse of exlernal
payineids”  There exisl speckic melhinds of inflbeneine Lhe
JTadanice of payvisents so thal, rorandiess of the bebaviour of ifs
nedshibowsld, ael willspl sgorng ils nwighboss, o coasley can
ellectively seek I proserve exbornal apuililsrium while parsiing
e Ml empleavment abgestve al hoge." (74

DItorantienn] lupnsbity 8 4 “aller | oo merely i regend
fiv Lle Lstanes of external payments. bot slsa in reenrd fo in-
(erish! ceodioanio stalslity, simee UL sskes o possible fr a Hivwn
conatry “to offsed, willian imils, Gee effcchs of Joneigm bitssiness
fluctpalizns wpem lhe Somestip veouiny.  Supposs o coundry
adriving ls Keep ap Ity eviormal and nsternal ﬁ[gilmgm' Isat
sucdoply finde ilsedf faced wilh & depression in its export

- piarkels abrond,  Bxparts il off, nod the export industries will
ysdergo & depresaian wlyich, thvaigh thee oinltiplior mechanism,
iy spread o L whole domestic somomy.  To peeserve the
weaeral stabilily of The doisestio ooy o Hese sireamsiases,
il i pecessary o affsel the fall in forvign expenditore on The
eoanbry's prodieets by an morase in He volume of deaneshle

Fxpendifure. I.!
Ginen the offsetling poliey i el does aothing, ae bave |
already hesn nobest, W eovroek diserepancis in fhe balanee of
payinonds, B dipersls essenbinlls an e miisbemnen of Fiquid - IH
seyves fur covering #ach discrepaneies. 1 theso resivies are
emadl, lBen even h enall am) Semporary drop in axports "

may oxhaust (hem, so  (hat e offsetiing  poliey smeaot
be copbimued untid the balames righls ell again.  Thus the
extont 1o which thig palicy can actually be eoployed for the =
Dm‘ﬁ”[‘ of dameslic ﬂuhi!*‘? dapende an 1he wilgy e “ﬂ u
disteibition of inlernational lqwidity. The Fund and the Bank
paovide, presumably, a sigable sdditicn b e volume of iter-
matione] buquidity, [horeby inorossing Whe possibility of mitigat- =
Inge tho ektornal infiussees imposed oo a given counlry.

k
M1 R Nurkse “feesciilp and [Wiersst umu-mﬂi' 18
. Eeaaomicd, p. 28T \ = . !
47y D : =
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In dppruistiag s above moassimes, oar atlenbion will s
digpcled specifically to two painks,  Figl, are (Hes Wvasws
wffective 0 curbing sed oedtrcliming (e oxternol Wiluenees ¢
Feourid if s, whal will be the ultimale offect an the volume of
wiberpaiimel transuclings *

_ The Tush comese of action measurs o, ) will be ralad out

- Brogn o disesssion on B grosid Ghal b is exclnsively o posi-

war wnd peobwtional nwasure,  Furthesmore. ol los Do
ml, i and agaarst e effooncy of Lhese measures an falfilling

Klsear u:a.j«'llm. I8 B hasid Ao pass any ]!llighlml‘l bei Blwis 1odi Bl
as these organtaleons are sl bn an expuvimetinl sz wpl
B will Sedl if Miey sweoesd or nod.

s (oteresting b erile. hoabever, et e Pund alews,
wnder anrtdin combitions Tundanwnlsl diseguiliviam » cortain,
dugioe of oxcloge depreciation.  Moseover, exehinnge ol
s lphisslly reooguized fn Uue seapen esirrency elatse of Lhe Punid
agrecienl, whieh sanclions the imposition of exehange control
o eurrend pocsan] cieowds Lhe counliy wixes ouiesey bpx
By eelarenl searve. (8 1 5 ilepressbon Wike bo osour i) @ inajor
m!lﬂt)‘,muh s Ane Tinlsd Siates, Hgt oounley's anports swoghd
declione and e cirmeney wonld leed e bmomn sesvee in Wie
Puenk  Uniler cortaiin conditinng e Fuaned mdght then  jeencend
b ralicer ils sapplies of the scare curreney, permiiling membor
oo i dmpaoe similar eontrods 0 their bransactions with
Abul enunliy,  The sppdicalion W ke scaren ewrveney  clauso
Wikl avigdently mwan 0 partind sosporsion of mullilaternli=m
wum:xhl nel @ Ah dpedimint G0 e fow of inlernstion]

m«hrmnn s yodisime.

1‘Im M cousss of pdion i olwiously an ondesimble oo,
fﬁﬁﬂlﬁ lll" erk, fir iire, Ahe exterisl influences.  On Uie oo
rw"’fn “ im"dla by wssomplion, théir effoets o lake Tisdr woymal

wer, ba ofloct nn the onsuine balanee of oy
o il tﬂu"lulm B a dosbtfol matter, Tl ssuimes, wmons
allier l}"m M T mmt banks of Lhe eopeeried eounlram
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futhewe dnieds wedl Bho “riles of e g=issg, ™ The “rislas™ ANgiom
Hesl bie cemeral Hse effeet of ehanzes i osmbeal banks' Litees
paid bt | oasenls pedld gl Jossinn pxehanga shoald be relnforced
by eoucarreil chinmgis 1 donestie amets,

I de n dlpilking Iaed, savy Norkse, "thai from yeor lo Your,
veilin] Tanks” inlernmbons] sl dumeshe assels, durieng toost of
Wie pocol misler veview, moved fir meare oflen i the apposite
than i the sime direclion.” Wl In oy cases, in fack, niwve
frrents ft itlernalional msveves were partly or wholly seulro-
Tizesl, ~nsefiimes aulomativally (W and oiber mes deliberately,
i e spbsere of commmneial g well as centenl banking.

Ak Trom o Few coquslries, sucly 3¢ Hozlaml, wiwee sash
pulloes biave bowi Repl rensarhably stapde & o mather uf o
wnbie o Ivadilion, wide wvarielims in  conumencial  fanks
yesrrve caling Bave S consequince heen quile comnsen.” (0
T (e Nelherlonds, Switserland and fhe United Stafes, move-
peenls i imlernalivnad mserves were parlly newtralized by W
coummevein! hapks, (vt e the oentral w sphere wl
wovemends samphicsied the bk of any conlml bank trying o
fidlee The “riales of (e e’ o He intesnal exediy pollcy and
ey steinasly lended Lo produee apposile radlier Lhan enmesiprent

o year I anedhor. I techniesl lerms, fliere wirs o cosies
Lilive rather (an a eomplemontary rédaliorsship betwoen forssn

chanzs in ceatemd Bank's international and domeslic assols Trom i

"
1
I
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anl ;hu-estiu credid, ard the supply of mmms o sy singke
markel was highly elastic.” 11y

Besides these “oormal” or “sdomatic’” Tuclors Bbelping to
mewlealicn slsifte in miorpstionsl ourrency veserves wivd offsaet
thelr effecl, thre weve #cane abimcranl developments wiveh
mecessilabed deliberate seotrolizalin.  From e o e, for
exangile, the Uniled #ales, under the prevailing cheoral] cir
cumstuseys, newlralivsd mosd of e gold influx.  Part of \nia
nenbeslakion oocurned, mnclualded by, aulommalically, as the oo
ing golf made i markel nsace Higned and deerosse] (he rai.
mewrcis] hunk's dleprmdende on the Federa! Beserva Sostion, Tie
Federal Meserve bamks, however, nwlaosd lbeir fldings of
dowinstic assels st oerlain times, an Ibeir oWl Riladive,  They
manngod o Kegp some of the pold catsisle the sonlsl hass by
puthing & inlo cdrexlation in the fonn of gedd certificales.

I the Uniited Hingdom, diurng U six vewrs follovwing Ehe
rebirn o goldl im ey, evidence pownds b g systemntie policy of
peutoalization.  Tm a report to the Gald Delegation of the Lengun
of Nalions, the pvidenes was thal “An mspeclion of lhe Hank
relurn ehinwes hat the Bank has allempled. wilhin cerbain brom)
Himits fo sfubiline the lotal volume of credit availalde b the
Erelish eoonomic system by offstling the gobl bosses by an in-
creasd holding of seeuriioe, and, ot times when gald was fow-
bz in falrly freely, offefling Lhe incressed sappllos of gold by
n retbuction in its enening assols.” (13)

The sxperiencs of Prance afier the de focts stibilization of

e frane im sou affords anotber sirikips example of neotm.
Fixatian, 45

Visder suels condifions i & vy eloar Diat Me allesed auto
malie amd smookls ndjgstiment in (he balance of payments, accard.
ing to ise (radiBanal docirine wibl ke violenlly detaines]. Thus
while leaving th éxternal influrnees o takoe twir moetoal coarse,

ks

ulrdtr'l‘.luum "Helddled Doeuraenis s Ube EMsirjtesiben of
Gosd.” Losgwe o) Natsome, f332. . 27

(M) An raellenl diwusdon of this eNEIROR and ethers ha SR

tenneriion wra foaid |8 fslereaftoral Cwiressd Erpsrimce. by Nurvkas, @
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theredn expeeing e ndermad ecosommy o Le ofiside shocks snd

povsiniy, ie porse a6f pelive does uod actonlly belp sedving e
wxbotoel dhisovjunlslaris.

The second comrse of aclon & concermd privfarily with
offsolting 1o klluenee of oxtermal fostors oa ke ilernal
ceuguny ol compensaling,  ihrough  fiscal  mind  monetaxy
peslicios, for the shrinkage in T inosne caused by the lose of
exporls. A= stabed Do, & counlry ambarking on such 5 pro-
gram is Dound o aggravate miber than mitigale the prossure
o Me lindunce of poyments, (1) gspecially whon oiber counties

ol nel Tollow sudb in Haks copnechion,

tEist bo st the effbeacy of-tsse moasates Nwyrsplves 16
fiwe Tlehd of intersal deonmmy i@ In swipecl e premises an wiiel
s Keyiesian oraemics am based as well as lwir umdberlying
ipligalions.  Thaozh we have o intentions bo raise &Ry aTEV
ments in ihis connection, we mist sy that the offsetling polRy
fas ile limblalions, (v b canad as a4 rulo prevent oo wnid
dogiredsions im the expaod dustrios. 1L &an girevant lhtm omby
T lse expart goods are sforalido and sre arlually stosed Ly e
countey in bad years for modease In boom years.  In Uhis adent
s (he convpensalary domestle expenditore would be mm_gm
1o by sarme goodd Hast am allecled a lhp_c‘&mm in fnrmm
expemiiture, 50 Uil even iment ond frictonal mqmplm
weoubd he Kepl to a minboem.  “This may net usnally be prace
tieable @ oo just as o vosdbuilding program, for example.
curing 1o e inperficl mobility of labor, i not ikely o semore
all unemplorment in, sxy, the taxtile industry,.20 a‘conponsslary
increase N ksl speading s nok lkely 1o be a complele
reqmyedy for depression in e export inbusdrios. /B

14) TumEes,  “Oondifiens o Tremational  Monelaty :
w‘n Fefornntional Firanss, Svincvtin Guivenaty, 108 Fepini=d n
Nondingn (0 fhé Throrg of Imternaiions! Tradd . T pp. 4. +

(471 IF Siseumstaoces sre (Wosratie, a el cauntry podacing Boeelr
for empoeE WP be wioe Lo tarvy Vhosugh on inleeal excansian If t ekes

ey Iwd. poBL
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The efisddling policy may, however. ba able o preveal e
wirde and comulative feduoticns throughoud the domestic o
vy whiedi might olbosss resall Isan Nuelantlons o laivige
dirmael, Ml gwecos of U poliey depencs, i my belied, on
".—“" ummg'c.l the compiensalory programs i relalion o the
Simeig of Mockisalons.  The policy woold, presamably. be s
suecvssful in curblog & divenwird sosomenl 1T M @om peisa-
fory programs were designod ty Bave thekr Tull offecls bofcrg W
dovwnward cumulalive movement had gathersd moamentuen amsd
bid sbartod feoding o itsell,  That e, ey should ol wiil
the vy fimd signs of slamp aod before the sifeslion Decorses
out of eveiten),
Wihen oo ame deading with a simaller counlry 10 relalion to
e oolside wilpenee an (e world ab large, & decling in s e
nomie ackivily i not Likely b prodoes sorhnes esitraction b flwe
ﬁﬁgm;ah wisld vhfosdive desnand. In sacly a cess Ty reduclbion
A ABe walime of Bl impocts o ollioy countries conld Le Tairly
eoiipenssiml, or, 11 twosl cxses, iy likedy o be Go slizhl by pee
Hues oy seriows effect on thetr seomamy.  In the case of bhe
Uniled Stutes, n cul in e valumi: nf its imypmrls i likaly b i
DingEe ¥ory heavily duking inbo sccound te tala) elfed, e, Ihe
multiplier offeet: an e countries’ (pdal effeetive demumid, and
& saecesdiel pumpensalory poliey. i audh A case, s nod eangsive
b, laking indo consideration Iha magnitudo of the redisction in
Thw tolal demsand, o must adimit at heve ks o eovlain degres
of resstanns b b given community for the government inturvent-
b i coomenie matbers wnd e abiity fo use taxation, buerm-
bng, direct Invesfment fnel suehy cdhar nwasimes of psnning 2o
fontrol. This resistance lands bo viry scconding to the seanomic
wrsiewn of b comananily; il increases e more the syetom i
attachid to the g:mtvmmm and fron compelition ideals,
AN Ik beoommes bess i m plamned econonyy.  Thus, apart from
nay beetinical darfieolises in opersling o compensatory poliey, Vhis .
high consideraison for e solmombe syatem itsel! impases further P
Thinitations dn its spplboation. '

The Bl cosrse of aetion is cotcerned primanily aod
wsually emploged a5 a4 messure for correcling disturbonces in
Yo Balavsco of payments enoilibminm:  fls effoct an the inlernal
Ftinodny. caanol, hewiver, be wholly excludesd.  The major
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wiedlinl usd o i comoeclion is exchange mte changes, |1 =
prcsreibnad ue o wemedy Bor meeling exlernal preszure o Lhe
bigburee of pasiments enmssl by eyelical fluciustions atiread, 1
I domanlored] a8 o effestive meastrs, (hoe @%0 0' which i gec-
Ficady  jursbifpesd  mond  roveamnaseydead l}i!.;g., by e Fuml m_ul«r
cerbnin ooikbibhans, pamely, *lawdamental disegquilibrinm,™ ~By
Cenbilling conntries Aleiving Lo msinksin bigh bevels of income and
emplayyscit i I face of depeession Glsewhere {0 deprecisle Tu
fheir currenesws i larze and persisting delicits nesalied themeby, .
this erifervinn would Land, aleag with oltyer sanctione] prodetiva 5 1
devicos aned wilhh Fund drawing-rights, o cveroome any 'mw'-.":" |
i wliei eotinteies asigld have willi pegand b0 antosonmoas Toll
epploymrnt puolkeies, ™ (w'

A simzle esutry may employ exchange depreciallon of
Jroloclive mensurvs of some varieky o§ & @FM‘"' o 4 pro- N
gram of inkernnd expansion. “Uoder thos clreumstarices 1 ju‘ﬁ"‘- L
.*[ﬁ'ﬂl{!ﬂ]ﬂ'“l}ﬂ would generally e repabded as Justifiable 1 nok S
earril o fur, sisor (bs unfaverable effects on ollwe conpiries
e olfsel Uy their gaine from the expansion program, leaving
heir haksmoes of paxiaents and palional ncomes on balanes us-
affected.'” ) ’ '

(nce we allempl 1 distingaish l':‘W: &ﬂm ang '
Justifiable depreciation, R, TR T e
quilitlm (n the balonee of pagments ol Ahe "ﬁf_lﬁ'ﬁ o
n'“ﬂ_m-lmp pale, These nmh’ltll‘lr pny neew hf-'“mm'- 'm. S

! nanel o gf;!l['l‘ﬂl Bivrmns, : iy

i Q1 Soa, iy g0
| sivius deflationary, pressuve which rusalls in & widepeead ane
“employmen neay le justified in taking cerldin Bimanres Lo cune P
e witustics,  The  methods ol Iﬂ.'l"“ﬂ!h‘ w "3"‘-7 'I -
coualry, 0 such o sination, wed e mapsitude of Twso' - ]
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easires Wil pecosarily tenct upai The seonomis silualson (0
o dler conaleien and ms sich might affeck the adeenational
fsilibiam,

I ks peolmbile b, under eevlain cendibons, tHo sl gsimn
for that ecnnley will nod be pocosssrily af the cxpense of odhiers,
Bis oA ler woms, Livie cotmtyy mighl nse verlain molhesds of odjast-
awmds ok o covlain magnitudi that wmeghil ool aild o e diffieudties
. of oller conmbries.  Wisether sueh a sluation mighl o possitile
ur Aok, deponds ver L Lype of the miethol used for ressquitibrial-
-~ Tmie the scomamic fisvers. On the olher lasned, the maznilisle of
e netion takes by this coumtry will react posilividy ar negs-
fively ca the slate of mquilitviinn in olher owiplries seconding o

the ciremnsinnees exisfing in esch sifulione.

Befare wo poocoed 10 e stuely of these methods of ad)est.
ments, their sueeess in achieving Lhedr purpose, and theie bnpaet
on s indertmdecnal squiiibriam, il is hikely to elarify some of
h Ihe esyuilibeinm concepls.

The kind of disturbaness Lbal mughl oeeur in ke (abers
Ealial situation essld Lo elassiliod (nbo two = 8] oscillalings
from a sifustbon af eguilibriven apd 2 fundaisenda) distorbanees
i H&lnhuum

We mean by ascillslions a King of disturbaness which gre
Tiery or leas diversivns foom & stale of eguilibeiem aml which
are not W accamilative chameber. [0 ollor words. Ly will
Bl sl ko imotion any esoneanie faclors Mial may chapgy e

- originsl sitpation.

A Tundamedal  inlernabicngl  digequilibriem b rwﬂlwl

when Hie actin taken by a given conntry will resuld in a *
; dustiirbing effect on Lhe inbernational sitention,

Ar cecilistions are usually sdmissiblo, when we lalk zboul

Coany sotcept of oquilihirinm, tha phsse of disequilibrium will be
fgnored a5 of & minoe imporlance.  Then when wy talk aboub o
idieequilibrimm  here, Wo e wanelbving  degper U v
exeillations: srownd a sabe of squilideiom.  The same fype of

' definition will be spplind bo the individual eountry.  We shall
man by dlsequilibeiam Been & deeprooted st of disburbing
soanemio factors Uial (acennding lo ene eriterion er anothes: ean-
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ol b Arvabed s vl flactualions allowed for ander any siate
of epuililuinm.

thinee wie lasve dessded B0 conline our aticalion o Ll bype

of diseruiiibsinm which is not of ‘the "esctllslionary” eharaeler, .

it pewrns by boe unavnidabile o go heoagh that favmiliar arguiesits
wimt 15 Ihe Tondamental desequililuiam ¥

Professor Habodior o bis dluminating article (Review of
Roanoutir Slalislees, 190 soneludes b e loem = fundamenial
dlisequuilibrivin” shoald be intorprobod m lernss of an “abjeelive,

unatibbguons, sl olservable eribevica. (34 Seh o erilerion -

eotld wly be an edoni detieal in fhe Balanes of m.ﬂlﬂb-
Neither Prolessor Hamsen (5= nor Nurkse are comvineed
Wial an aclual defiedl, pe e abaence, in ihe balanee of payisents
ig o salisfaclary erilerion 00 the basic of which to deterining the
presenee or aldence of A Tinitsieilal dsequilibriom. A fon-
damental disequiliiewin (prodaced e.g! by o wrong oxchange !
rale oF any other bype of moladjosting  meehngism may aob
pelloel iLsell by a doficit o Lhe balines of payments af i),

Sie. Nurkso poants out thab i balsnee of paynsents equili-
bl were (he sale eriferson of the "equilibritn rale of ox-
* elmnge, Uwre might b e Justification for regurding ihe
paund storling in M yoars 025-rew0 a5 overvalued. For thisre was
pittle sign of disequilibriam in he Brtlsh balanes of payments.
Thers was no gold owlflow doring the pertod beforn July, 1o
agl no evidenes of n eonlinuous illl’lur of quilibenting dlﬂ"i
ferm balances. (=3

A eountry sray bave n “rale of owehamge' spelr Lhal M
1;.[““@- of paymenls com e kepd in 'Gjllﬂﬂ_lﬂl{m on]w h}n ™
eomtrietion of botal domestle income amd derand and If wiges
apd prives aro rvekd, sisch o conbraclion must operate Ml!il
whomphyment.  This seems o Tave hoen Uhe siluation in the
Tnited Kingdom during the sl nei-ase.  Ths extornal
soponnts were kept approsinalely o balamee, bal only at ihe

- el umwmmmmm
ary Fussdl ™ Keinis & Fcamiwls Sratitios. Nov. 196, 1o, 17844

i AR mm*nmﬂommmwlm
Bewinw of Erososmis Stallidics. Mew. 1804 [ 1ED-84

(23] M. Nuckss, Inrersationtl Currency Esperiesce, Ch 3. 3 §5h

L




Cpet=of farge seade unsmployment and depressed Business oo
ditions i comparsson with the owlside world.  Thosy bnlsncs
of paymenls equilibeium alone s ok o safficient crlerion st

- ditferent levels of income and employment, oquslibrivm 1y e

balanice of payinents enn Lo secured al differenh rubes of ex.

ehango-  “It may he befter, therefore o define the brue equiii-

Twrinitnn rle &% ome thal maintains e belancs 1o equilibrioe

withsoud thie ewd {or pass wnemplayment al home, ar ol any i

without o degiee of unsmployanl geoaler lsan in the anlsidy

wrlid,” (24

The main issme in e whobe argamonl calls fop 1% cam-
menls.  To my viewpaint the difference in (he line of Hrinking
are reasoning springs in the first place from a diflerence in
eraphasiz on two distinel though related coneepts © pamedy, e
intorngl and external equilibum.  Jn the smcond place one of
ke crilerion seema to append mone W0 Whe piractieal purposes. (say
fie e Mmy Pand Manageanent! (han the olher,

if m define the internal equilibrium as one in which L
soonmic syskem warks ad neazly foll employment without vaus-
o omy imflaliosary spimls, then (o fundamental disequili-
Lriunny will Do, aecording Lo thal definition, & situation in whicly
sunh a slafe of Wffair is Tor a reason or anpiber) nas-existing.

Om Uhe viber b, sf we defing the externmal equilibriang
for o coubley a¢ one in which its balanee of paymenls will the
atsade world, for a reasonnabde mumber of vears, is b (23]
wpuslibrium s an sconomie sense), then a fundamental dis-
spuibilarium heve & expressid (n terms of & delicld in ils balagee
of payments ial Jasts for pore than onp year and that reaches
a magnisds imomwlml. with what we mighl call normal dis.
crepantine or m‘lmsm

n fanl, thisa two mpﬂl. though quite distinet as defined
above, yel they ure very ebasely mlated. 11 k2 not probabile for
irsstansen {though conceivnble! thal a counbry can carry on a full
srnplovinent program withoul its mmports, exporis, and is o and

\

i34 Ieed, D. 128,

qﬂbmumem Tfone AT0srS.
to fhese terssa the debit sog oedly ude of the Satande of BeOTRENA fer
commtry satis) e egual

i
I‘lLI--.'flr'rl.—- St N L 'J." | ._‘H:I-IIII .._I"‘h‘l.ul ..E-IJJ




D, T, 5 BLOKGLA — METHODS OF ADIDSTMENT 15

ail Foswdzn investenls lwing affecled. I i, of oourde, quide
poesibile sz 1 k= Thesld as 00 experenes niliceles;, thal
g cobipl el vowlel, mimbee 8 cuninilied mnndmy syshon T
e antorsal connaime avstein Trom wny exlysngd disliching e
flosaicos witien wre of o muaelary charscder.  Bod (e mero
LArEy I visl f such o JAoE s will Wﬂy resudl L o8 New
reforenlotionn, F md @ distartion, of ibe wbols  scamosse
strmelnve. and @ clengn iy e ecomone vaFisbies relationships
By, frise Bovel, profite, savings amd nvesdmeni), that mass
_ ulligeately senel on the differetd Heos oy its balance of payinenis.

Then wider a cagdlalistie ceomoniic syslein, or any odber
sysledn Lhat tsckis a complele contmd of its eeundmic foross and
mieghmnism, U idevnal siteation will abimately oeact on the 0

“exterial one,

The satie relalion etween Uesy two contepds can be #x-
pressed o anolber wiay. A country  Taging a deficil i ils
‘balanes of payeents nsighl be involved i oerlain adjastinests _
gy an exelinnge vale depeeciathon) which will ullimolely react
pa Eho inbernal sittalion, :

Thereforw, Lwre 15 o0 mal tf'.l_’f""‘"‘ Ledvwenn the two
criteria presented above. For pum theorelical interpretatn At 0
bewst, Usere abauld be o difference in opinion of wihst wo might
call 8 fundamental disequilibring,  Any distarling faclors that
some from inside or cutside npd which risilts eslher in u‘\gw' Al
spread  nhemploynsent  (which  eannot - be described  w M!f a_
frictiamal type or in a deficit in the balanes of payments (which
i nol of an oscillalicnary characlert shonld be cunsiderad as
wesponsible for o fundamentsl dissquilibrium. ¥ .

'_I‘ -‘- .
i ™ ol 3
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For prettical purpeses, bowever, (og. e laneliosnn: of
the Mosary Fund) tluhnrlarl critevion vight prove belpdol,
M. Ulooenflobd lslioves thsl a4 stsbe of fudnmental dikecuili-
Prinim msk be wlerpreted by W fund in ems of tse debiating
of un onistiog  vale of oxehange feom il Uheoretical
camiliticim  deved. “In actunl praches socly ®  devialios
will tend o be reflocled nuwsl Gumienly m & Mrge and per-
sisting balgnee of paymwenls deficit. Uso of The Dalance wof
paymtnls exiberion would Bave the practios] advantage of fociss
ing allentionr on whal is mosl relivat b s Fal, aomely,
the necnssily of corvecting persssling wnbalomes i udormslong|
secounils threaleming serivusly 1o disloet (b destellitian of (s
Pane's holdings of imliviclsa]l meamber correncies. 1 owonrli
alse pmidg a ressanalily "ﬂrjlﬂli“& anid dlemlifinble Rusis for
policy, and woeld grechisde the possilile danzer of sanelining
beggar-my-nsighbour depreciations.”” (:1}

But even so, {be mansgers of the Fand will be always bn-
valved In n gerios of upsolvalde problems, loeans: of (e -
separalde nate ol the inlernal (revealing sl in umenploy.
meni &nd disterled priceest smciore: and the exlernal o
monie faroes,

Fur our purpase heve, however, an ided syslem of oquili-
brium inay be delimed as thal wihieh kewps s inlermatuneal
aceounts of all poufilries in equilibriam al fall employ e
fewils.  Prom a palicy wewpoinl, hawevir, an oquililraom for
an individunl eounlry nust be delined smewhal more modestly,
alosig the lines of Use Keymisian definllbon, as That whieh keepa
the eountry’s intermational acoounts in spiilibrgm over 0 penod
of several years, an Uhe average. witlout having waused undwe
deflafivasry (ur nflalionary) pressunes, or teeessilatod adbdition-
al import restriclians, thoreis.

Wills this defimibion of aqnl.lii.lrlmi i mind, wo proteed
to slely from variows standpoints e affects of e whiely o
meltiods of adjustmenls.  Sonse romarks, Bowewey, ane fecess.
ary al tho outget.  To ihe first place, & given mothod of adjust-
men! wibl be questipes an the basis of a parely soll.defense or
self-anterest groands.

1) memmim'mmm m
Mew Foonomice. p 306

»




or. ¥ 8 ELNOLLA - MNETHODS OF ADJUSTMERT iT
Fuov mslunee, zranding that o coandey shonld be allowed b
Weprecinie Hs curveney, we slall mguire, under whal condilions,
from ils owm point of view this Sepreciakion will be lielpful o%
o tosd of adpslment. I many cases, such a mellex] will prove
farmfisl, sud eily on the grotods of detarling the SSonsmse
Forees of tobernational aquilibrium (s previously defined) nsd
it miwhil ol prove haemiel 80 hial couptey's own econom e
forces of squilibwawm,

fa e socamt plage, a cerfain mothod of adjustimenl oight
prove wseful for & gaven vocniry, only under cestain condilions,
bl #1abl Barmful F we consider e worlih economie eq@idibrinm
ns n wheile, a

Thw last pspect, which @ He most mportamd from Ghe
standpoint of e pnfernativaal equilibeinm will be e eomenpt-
walizalion of the ool elfoet of sy melhod of adjostienl og e
eqathibrinting mechapism of e werld seomoniic forces. Lot ns
sipress thot Theve is a given @agoidisde of economie forves say
son ity GF warking avbomationdly bwards inlernationa] sgui-
fibeiins.  Then the aclion taken by a given countey for adjusd-
wwnd. will be deserilond a3 posabive if ks resnll will be o nel pldi-
fhom bo e Turees Usay, wHll taake Ihesn tee, instoadd of 100, 18
will lie poulrsl §f W loaves them s they ars.  Apd i will b
negalive if § will ereate in he internalional sphene some new
dislurbing factors thal may ond by reducing Ibe msagnitude of
these ceoneanie forces.

To repeat, uny nwedbod of adjustnsenl, loken by sny eoaniry
be liahile to sol It modbon seae econoniss forces which are e
librialing or non-ailibnating o disbuebing: soconding to the
cipeumnstanoes,  Frons (he sand-poinl of hsl givwa countey.
sibopling sucly a motliod, (e method is satislactory or equi-
Tibrinting) = Jong as ik Tollifls S prpess (commcting Hw_ sialads
justment fn whalever aspest (b uugbt reveal itselfl.  But ovr
outloek an sueh 5 metlsod will be guite differmt when we stody
Wbe Aodnl or edd pifeed.  In ame sense 4 s desimblo only af it
fulflis Ws purpese wilhoal throwing inlo s inlemslional e
some distarbing clements wivich might be greater, in beir
mgifnde or amplitade, than thase for which the method was
HIME ke 18, Gl edtirse. @ frate WEpSiNESE, TRl (R WEtirte 1R

IEleke e SORENLISD Gf Gosiends Torren dam T FRTressn] awly th BTAARALITS
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originaliy adopted.  The net addibion o ar sublraction o Use
narmal eoononie forces that work for ntemational equlibiviaa
@ owhal mollers here.,  The classificalion previowsly menisomed
correspoinds wilh the Uires theorolical possibilitses Lhat sy
arise ol of Esing any correclive fwasure by any Sngle coalnley.

Then il we can comoeive of an midernational instilubine wille
Wi i plijeet of Fulfillisg an islernatlannl spabbeiam, D
it may nighily comsanl any acticn (ool falls wneder the first 1w
clusses (posilive and peutcal.  To oscepl as & sslulicn for e
individual case of malodjustment any of U nunserous eurreclive
meakares wheehl has o segalive offecl on Hse inlermationa e
librinm as previously definsd) means Uint this stitobiosn wall
altimaioly face a “magnitudi™ of ecompnic problems greator
those for whieh it bried originally B salve.

Tia concept of “beggor my peichibour pedbey™ wilich has
boen widely used by muny cconcamisis (25 o isdicate o soel of
exchange depreeistion whicls is not theoretically Justifiable can
ntur b0 ger geoiral schwee 08 & spocial case.  An extlann
depreciation (which 15 one type of numemus melbods of wajiei-
ment) teay lave, wnder certain circumstances, a med nozative
offect on he ecomomic (oress of international equilibeinm. [y
thal eage it s o “begsar my neighbour polioy” becuuse | means
a gaan for a single conpbry sl lhe expense of some olless, e,
Decanse (1 55 0 way of throwing lo thn dabsale world (samen
counlnes: mome deslurblag eJements, winch wre wrigmally Uhe
property of & singhe counfry, and which may be of & purely
infernal charocles,

But, as B is comceivable Yhst any method of sdjustient
iotlser iban exchange deproesstion) may result in ome country
galning al the expenss of fho olbers, or in oue counlry adding
iscire disarhing elements lo tie forces of inlernabional i
ldirium than abslaining frvatn domg #o, thorefore, any method
of sdjustment coudd be interpreted as o “begenr my neightoor
pedicy.”  Therefore, if that exprssion gives the impression that
a *heggar my meighbone policy is & phencasana that oxisls only
Junder o conditen of an exclings m&tnm wihich is ned

(391 Oviglaliy- 1 belirve, by J. okl
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De ¥ 8 EL3IOLLA — MNETHODS OF ADSUSTMENT 1w

Whespeticntly justifiabde, 1 Lok o is miskeading. I mwany oty
ways, und oncer various eircumstances, any ofber methed of
adjustiunnl coubd be utilized inm a way that. produces cifects
gimibar (o Usese thal pogid geesent Uemsslves umler & Bon-
thenrpticaily  pstiBable excliange deprecialaom, There = 2
“Degzine my ovighlbons™ policy wvolved ineach mehod of aljusl-
bl sl ealr Judzenvsl as ke the gustification of wny aedtiod
shoald o i ferns of Lhe previoas classification (e, scconding
To SEe ved effect oo L oifteeisslional eeoponiie forees of equil-
[T

T Though we stimll confine our alborlins heve to Hhwe exchanges
degeeeiation case, Wie same finee of apgroach can bs appled W
iy oller mielhod of adjuslosent; and ibe inlernafaal econumic
cuilibrim  should e soughl of in lerns of the total and
ltimate o ffeel of sy given melhed of adjustment taken by one
al more e e conntey.

The clessical thevry of intermational frade sl of read.
Justipenits Lo Lalamce of payments  disequidibeta  ceaters an
aispsaritics oo slngle counley’s price and oot Jovels willy velstson
lo the resl of s woreld,  The thesrom oontends thal, domestic
aleflbivn—iT cvsts are nol lov rigid—or currency devaluation may
e mble Lo bring about readjestment throagh ihe restoralson of
e country s comnpelifive posilicn in worbd markts, 1t assames
o wsalusively Bhat dhe fsll (originated by tho exchange degireciation)
b Ahe pricos of goosils exparted by this counlry will result &8
volwme of sudes that, wien multiptind by e dew price will
muke the todal value of exports groaler than betore.

L
In other wonds, it essumes thal (e olasticity of forsige
damnial 15 greater than wpity, Now we shall gueslion thas
Ieern froan the standywint of (e individual country using that
methed.  Barring. for e momend, the inderns! complicalivns
Uiwnt iy arse froan taking such o ineasurg leg., nflationary
presire. wf Ineone disteibgtion) (3 and digrogarding the
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veal (300 valye of it, the orgument will be carried oul pg purs
menelary amd thousekical basis to show & thers will b o et
gnin o the balenes of pasnenls of thal eounlicy ue nod,  Firsd
of gll, the “net proeceds” of the exchange dépreciation toes not
depend exclusively oo the Torsign elastseily of domsnd, Thers
are four Kinds of elasticities involved in fhe opermtion,

BanneEy
Foreigm elasticity of demand for exports.
The home elasticly of suppiy.
Formgn elsslicity of supply of wnporiy.
Homw elastseddy of demanid for impaorts

These Four econoniic forces influence The megoilisde of (e
change in lhe bulsnoes of trade resulling from o Tall in the ex.
change rale,

The incresse m tho valie of exparts will e smallor the
simallér e (b labe: g plaslicily of desnand, given e hoge
clagticily of supqly, [T the foreign donsnd is bnedastic, Hwpe
Wil be mo increase 1 Uiy voluine of axports or bn their valiee,

I Bse smpply b perfeily inelastic the velinis of exports
docs ol aller and the valos of exports inoresises b propucton
bo ihe fall in the exchange rale. I b is perfectly elastic, tiw
bowie price is conslanl and the prics to forvigners falls iy peo-
pesttinn 1o dbse Tall 1a Hie exchange rale, [T e foreign dlastecity
of otunal s ageal o wnily, so thal expensdilune s constanl in
liwmis of fareign carvency, e valie of exports @ independend of
the home elaslicity of sapply wod increasis 10 propeetios bo (e
fall in the oxchange rale.  If the foreign clasdictly 15 lots than
unity, the valae of exparts will depensd on the home elestieity of
supply-  As long as the foreign olasticity of demand s less Uan
uwity, sach Imersase in the volume of supply means Shat their
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walue will werease lese than i propoction o U il o e ox-
change vale. O the alleer lsnd, wiliss e forvign dentand s
an elastivily gpreater than unidy, an mersase in the volume of
frpariy leasls o an inersase Gt Toreign sxpesdilise apon
W, il B vadue of expsarts inerenses mare tian b proporiion
Iy Lo Tkl s e wsehnze mle. 330

O e side ol apoets, Uweir vaboe o leems ol Bome
curmeacy will merase or dlannish sccording as the elasticily of
demmud for varpsivls (5 less oF greater than unity. A full e the
exchunge rile produces L maskhnun inoeease 0 he valog of
Daporls whes Dooie demand i perfectly inelastic,  The Daxs
munn dbecrvase s prostuesd when o pecfoctly clastic home demand
fo connliosd willy g perfectly elastic forvign supply.  Then, so
lomg ns Whe bBonw deand Tor itports has anere Han amil
cluslicify, = fall 45 the exchange malte miuM ncrvass the balance
of trade,  Heepuse. in that case the value of jnports will de
erease whilst the ealue of exporls will #lay, al the ot
constant. Bl of e inerewse e Me valoe of expurts, prodoced
Iy the fall 10 B exchange mmbe and the foreign elasticity of
demmnnd, i small while the elaslicity of home demarsd is very
lowe, a Bl i Uhe exebuange rle will reduce Ui halance of frade.

Wisers ol & conntey s dencond for mperls & highly elasbe,
n pise in e eosl of foreign currencios may easily lesal bo &
aeterinralion of U testde balance. espocially if fuewign demand
for 1w connliy’s uxports 15 alsa mlatively inelastiec.  Thus 18
cortain eiremmstances o fall in e sxehonge will ndi fead 1o an
squilibrisling adjustosent in the Balnses of trade,  If & cownley
produces gl sol produced clsewhers amd if demand for Mese
goois s inelastic the vidue of ils exports mighl be moressed and
ils tricke balaes improved by an apprecialion instead of o de-
precuttion of the exchangs. (34 ‘ - p )

Under sommie olber civeumslanees e exchange depreciation
s ol @ wise polioy from the standpoint of the ountry using it
From the point of view of a deblor countey, for instance, inbrest
paymenls Tixed in lerms of (he credilor's coutitry represent &n
{tom in imparis wlich rses i vslus in progoricn to e fsll in

[T A T _ 7
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Wi exehange rate, arsd if sech obligalions are considerably, ey«
change deprecinkion may e sxbrensly dangeeons w e Dalanoe
ol traide,

A coundry whose main exports are manolocbored gowis in
wilueh o s wo mosupaly will noeneslly enjoy & ighly elusiic
home supply. B I exports will, therelore, rsposd favirmiily
(M sueh elusticities exiat! fo o fall i e exchange mte.  fhut, if
= imperls consist masniy al food and ciew neslesnls which cannol
bo produsesd b Bome, fee denand fio imparts s pechally
tmelnstle, wivibe i il choes nod repevsent o pradoaninaat part of lse
ok nasrkel e fareign suppdy will predably te Jighly elasie.
The stfect of depeweialion upen lmpurts s then uabikely 4o 1
fuvaurable, and U benelit o the bolance of trade of an (u-
wremsed value uf exports may be cancelled oul Ly an incrsscd
sabite of imiporta )

Therelose, wo iy conetude, thal Trom Hie eotpley's own
standpadnd dhe med effesl o U balance of trnde 15 & very duuhit.
ful pewhetion. 1T {4 s possibie Lhat we sould measare s
magnilades of the fonr provicusly mentsoned elaslicilies: and if
W can lake into comsideration (he dymamis naturs of supply aned
drmand coupdilioens, we night be able, ondy b thal case 10 pass o
pesitive pudevnsent abianl sueh o problemi. s (hese slutislical
Messnires uro Bol availslde, or af e besl af & slatie aubure, e
oamr enesclis s ikl Dee poowe o Jess o matler of comjuncliee, and
Morrihing sseins o be possible.

As Professor Flarvis 300 mimarked, "0 ks dis fael foaqusally
nestessary in #wly Lhe supply nod demand conditions of cach
export eomimodily,. Warld prices of soiso exporls will rise s
Oibire will fall, and the damand for scame will be vlastic and
for oilyecs inelaslic.  Furthermsore, fmportant siifts in desmind
will peeur.  Upom these factors and ofhess will dopend whiethsr
or mot any parlionkar coutdey's exporls will expand following
oxchange deprecialion.”

Mr. B, Wenshaw bas porformesd some statiskica) investignt.
s i conneclion with thet problem (nseasuring ths elasticity

135} Op G- po 18544

104 &llum Hickomgr Doprecistion, Cambrider, Barvesy Deirersity
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Wt e Gt = unbikefy W be elastie.  Me, Tse Chum
Clang, 3 werking on e sene peoldeny semne 0 come wilh
sigkilor wonselisnsns.  This quednfbop Wuslrates his view.

i e classeeal sary of inberpational trade, i s peocrally
sssinen] thid The geresse slastiety of world demand for & single
cotnlrs s expuris is vy Digh s That gy countey, by lowening
My expevl prces B o small fraction- woald be able o allract
b sl s evesidernife part of its comgelibors’ markel. Hol the
cpemilla of oeie sbnliatival conclusions, di ol sesin o conflrm s
viow,  As o mallor of Tacl, Ve prece elastieity of world demand
for s sigle connley’s fotel pxpuris fembe i pennral fo bo b
o Wb weaby s T s oaly i anlimporland cicses of very Sisall agrs-
: eultoral coannlples, Tlesl we (sl that e dul_n;gm i pxport
guanditivs s elastie  wille  pespeitl b the clinmges in Thedr
 pespeetive exporl prices ; and mereover, et Hw elasticitivs ane
nol much greafes tan anity.”

[t Tor various pasons, hese  slalistwal  vvesligntions,
eoplensbod Professor Bnberler, “sre pol yel sufficiently refined
O el trostwsely lo apsel (e Sheorelicnl  presamplion  ihsl,
C ewewpl peehigs g very short v, the olasticity of mlnml
© imtornatiosn] degiand B likely o b geeat” (38 In IM&“I’
instance b sand, =1 eonfvss hal 1 6l boliove that Marshatl
was, and slll s suletanbally ogit when Ilv sk, ‘It ?
: mdmlh’ corinin sl the demand of each of Ricardo's fwio
‘enmptries Tor e powds i genernd of the ofler woulid have
mmldﬂml-h- ehasticity ander modermn indusirial cosibilinms, even
it B ami G were single counlies whose sdle trade was with one
anolber.”  And if we lake B fo be g lorge and rieh commnreial
country. while €i stads far all freign conutries, this corlainly
Yecowmwes absolate. vy i is pol, of eourse, our intentian Bere
to proseitl & Hasougl disenssion of the sreuments and evidencs
~ for and against thal proposition,  Bul | am inclined o believe

e —S

i Kegnomie Sretiidion, 3say. 1040 p. LO8

R O MabErier, "Keowmwis omslractions™; Peilie of Intersaleeal
TraqE, od Tr 5 Marris, bes Yerko 3800 o, 304

a0 G Wabericr, Forelagn Eoovomis Mefley fae by Dnited Bistes of
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that in face of the predent practices laviffs and other g
moenls (o ragle, or any type of refaliolvn) the eschange e
grreciation mebbsl & nol & swecesslul imessare fur correcling e
rendjustimesl in & country’s balonce of bmde.  The eondilicns
under which smch as limiting Yse compelilive oxchuage de-
precialion, of avolding the speculalive capital moveraes a
change in the exchange rale maght be an effoent (e ssethod
Far eorrecling dissquilibrimmm in the balunee of peyment am
wilikely 16 exisl.

fudy of the lacts, Bowever, has not slrequently  (akled
o support (he simple view That exehange deprecialion mvprues
the baleniey of lrade.  Namnally, fin sofite ecoeanisls views! a
rimghe countiy’s sxpord products compels Willl similar grodinets
of uther cvmnlries. so thal exchamge depreciation & Ukely o
mprave o eounlry's trade boluses by securing far il exporls &
largor share of the total world demand, The donand for o
sungle counlry’s exporls may thus be elastic oven if the demaml
Tor the typo of commoditios exparted by that conntey is inelastie
& nowhole,

“In Prance, (4] wxchange depreciation produced ot firsd
the sormal elfect . the jmporl surplus was sharply redneced.
The reduction from 1o2e in i was parily duw bo e shunsp in
foswign raw mslerial prices and was accompanied... by u (empe-
rary recovpry af the frame. Bl lader, wihen lie exchange
began fo Tall again, the improvmend in Ue brade balanes per-
sisled, beading actually fo an export surplus.  One way say.
thatefore, thal ihe ovchange depreciation caused by  the
sbaormal eapital outflloe tended o bring about the trade sd-
justimend neressary for the rexl Eransfer of the eapilal

I wgry, howover, (he temdency changed. The speoulntive
naticiputions. dominating the exchangn market hegan 1 affeck
!ltiv markel for eammodity imparts and cxporls in a similar
disequilibriating mnmner.  As the oxchange declined, import
prices rose, and as impart prices moes, traders began to expecl @
forther rise and 30 veactest by importing more insteasd of less.

S ————

_ (401 Oraning of ovaese, (hal The maguitede sed direction f 2

(41)  Duries, LOM, iniervetomal Currescy Eepertencs, fon V19180
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Similwily, expsrlers, edpeetiivg the price rise for theiy products
o eomligiine, Dl bl fleelr sades 20 a5 o got beller prices
Ialer, Fronm i variy pard of e bo 1he mikddle af oed Thee
ipickering  pace of esclinnsy deprecintion geoduced iy cogEe-
piseisee o sharp delerlaration inslend of an imprvement in the
Ueade balunee,™

Elher wamnies aoield s gsiled of brade balunces W“,"ﬁf
i exehaoye octuatoons o dsejulirating oamwer.  The
deguruciation of 1w United Slates dollar in 94, pruleced mainly
by an wtllow of shorttberm fumds following an olficial imkargo
on gl exports, woas aceompaied by o fall i e expart sarplos
ns fowvigie bivers belsd of f, sl Asiberican imaiedoms spesdad uwp
their purchass=.  In the words of an offeial commentator, {32
“Phe apld decline in the exchange value of e United Stabes
evrveney slimnbated bsavy boyomg from abroad in anticipation
of fardler  depeetistion,  The bl 0 nports  appeared
eomleary Lo geawrally accepled internaliveal trade theory, buk
wuchy # bremel is in realily logheal when fse istinclion between
u deprecialing and a depreciated curreney ‘is kept in mind.”

Similarly the depreeiation of the French franc during s
was arcornpisind Ly & delerioration vather than an fmpaovement
tn Wi tragde balanee.  [olly in Use Uailed States im s asd in
Frnee in 1oy, Uwre weve, aof course, coihor faclors al phay,
potably & sharp rise i wage coss, Yel, theve s mo doubl Hhak
the spocutalive anticipalicns 4 np by the process of exchangs
dopreciation hud an important inflsence an the movemet of .
'l..dﬂl- . . 1

Following vur twololt eriterion of equilibrinm, we tam
wow Lo congidler the effoets of exchange deprocistion v smpley-
ment and income,

Ear any oe counbey an ineresss in the batancs of trade b
 mquivaleal to an inerease i investmend amd nosmally loadée. o
~ given Whe level of home investmeni—do an inereass i employ-
ment.  This is almest true, with some primary qualifications =

| e — .
(43 Undit Erares Deperiment of Commene The Balsace o Pap-
mewmis of e Onied States In 363, p & o
1
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fo A TRl i Lhe excluize vale Chlldoy o [SIHIFY HICKSisa

Al eyl Ly oxport msdusieis, and in hdestries prodesig
gouids rival o pmports.  For g goovn awresse im L volee of
cxporis the merease B ensployiment will be gresier e grosior
i Kb pbssbicily of sugipdys s Tor @ given decrease in Lhie valuo
of imports it will be greaber the grealer s Ihe elasticily of
foevhgn supply asil the greuter (s the ebasbicily of supply i e
rvel Isoie hmluslrm._ It is possibln thel an meresse in e
Lakuee of Uade smay bead t0 00 peimary bnoesese fv emgidoy-
il = For imslance, suppese hal e elesticily of Iz supply
uf experd goods is 2o anid She Slasticity of demand o nport
foods woly.  Then a 6l in the echyngs mle will bl o o
Propoaticas] mcrake 1 the value of oxpurts, wiflfsgud any in=
‘F""". in empdayment i the indasiries prodaciag (e, whibe
158 value of Mnports and the oaipal of rival esmmeslilies will
b= unchanged

I As M ilinson poaidod oul, in ony given situalso,
with given wages, there will be, Tor any one eneiey, o cevlain
Fike of exchange al which its balance of lrade is af a waximm.
This muy 1w called the (a1 * aptimsn » exchange rsle. It i3
e aptismim ‘rale o o dreiedly Timiled sense, for a Tl in (he
Exchanzs mbe is likely 1o rmise the price of imporls rolubivedy
tr exports, ihus reducing real dncame per unil of calpat in Lhe
home eounlry, =o (hat the rate which mazimizes the trade
babanes is by ne mesns necessarily the most desirble rate from
tvnry polnt al view,

8 The mulliplier meclmnism, and the process of &<l just-
mand in the balance of payments throssh income generaling
and sffeclive demand ame based om o lucil assamplinn, namely—
&n originad nel inereass in the memey Sneame of he exporling
Industries.  The muin paint i the argument s Mnk any activo

or passive balunee of currenl Iransselions tends direedly o o%-

Phtd o comlract the ledal fiow of money income within a given
oomndey.

M, for example, exports inerease 5o as o produce an active
halanes af eurrenl paymests, this lends lo have the same ineome
stneraling effocts in the country concerned as an éxpansion in
thse domestic lnyastmaent. '

(Sl Dp wir, e b
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Thot susd of arzonent sugzesls and perbaps assumes o
wwein prplas i (e valae of fea) exporis 1o begin willy aller
thi exchinnge dopocinion,  To ollser words, il assames s fomign

' dumaig elaslicily greater han wnity, a pesitilidy whicl s
dombtinl, accordins to some slalistecal investigalions al loast.

I we suppose Uil (he elasticity s oqual bo unily, Hhen

Wie mot procests ol e sabes of exports will be L some Wheller

the eurveney is deprocialed oF not.  In that cxse po ] Inereicss

in Ahe fhow of monoy will Tollew, OF conrse, there may be

an isercase 0 lbe volume of produclion, primarsly ot kst ia

Wie pxparl indastries, for the expecled profils arm NWkely ta b

greater than before.  [ab wilh the guantity of mouny Pwhich

i {he poceeds of the sales of these peoducls! nnchanged. w6

mighd have a deflaticonry lendency mslead of an inflakionary

| onr.  Then to pestulale the iscreafe of smiplsmsnt on w8

© pxpeeted inflationary lendeney (resulfing from an increase in

fye rney value of exports) §8 pol necrssarily a valid presop-

 positin.  The meal ouleame of deprecintion may he fusl the
prpoaile "az) ease.

(edl T wemie ansiieis s the stidy of fofwign trade mabiliibiier, 5
by that =nas gencrofes [Heodw and ocis as o stinvalard S an EdTeas IR
LT

ward & EHERY Ergument e the dffect thar whal smaiters I8 ToNumg oF
eaportes HUE? EhAn Teatess of mportaT. Bt bis sriesiling. e Frolesser
feaherier, In EnCORTIBGRE  “On Uie level of siwiswonlos and simplinioston
1 srx whibch e AUSlipleer mesulyels 1 eepled ot dradioradiy. Seallog e 5
L gess wiln Wioad sgmiwenle: and Svrapes, suly an esoes of eaDeiia oFsr
mmmwmmﬂ-mmw._ﬂm-mwln,w—
lgrard @ Toll WD and [OTSEe UM D8 Aaslined 1 e meulsel T
Frodesses Hlateeier addel thal Meers Clars andg Crawfocd $lassmments
i introdseing foredan Trade Dibe (e metupliey sealysis Tmaly of ot least
suggest ~UhAt U0 inoness |0 eEoits Wit ewert » stmulmting Infvancr, Galy
p-and Inecdsr ne-lt lesds to an expdd spies | I ether wards If It B Dob
ni ocnés offsel ey AN egesl rise N importe”
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On e ollver hiomd, iy axpatsio of the mosey sapply o
o happeias (aRy 18 resposse o gld amparts) e baedly by ol-
sl peoduce any dnmedinds ejuilibeiatiog maclions. 11 ran oo
geeral Ao that caly 1o the exlent thal 0 lowers loresl rales
and Uherely stimalates domsestic eapial wstlny and ineeme. s
& rale, however, changes in the quantily of mxmey & sdow 1o
affect Josg term rabes of interest, wel sueh elanges in long-
ferm s as may ooms aboul i this way are usually slow |y
affoet investmenl aclivily. I cerlaln (@ reeent studies Fhe
vodiermse of imvesbimenl, which often seeqne o e 20verned moes
directly by ihe course of effective detmiml, hag i facl Loy
fomnd 0 e pol very sensilive o chinnges in Uw inberést mabes.

Undil recontly d had been o lomg established principle of
monslary theory and policy thal e volume af invesbosent cawld
be expanded by manipolating the e of interal.  The ex-
perienes of ihe thirlies did much to weaken thal beliel. (i)
Desphle he general prevalenes of unprocently chosp spaney,
Privale investmenis in most countrisg of the warld falled to
revive appreciably. Inlervigws with busionss men vespossibile
lar inveslmenl decisians, moreor, 55 wall 5 weant thearizing,
have tended fartber lo casl dontit on the Emditiond] view ()
Tn recemt years thore has been & declded tendency, oansaquently,
to mininvize the imporiance of (nberesl mte ehanges os a Wepar
in the eontrol of éenpomic activity and instosd o svess [he

Hah KRepnes & TIhe Oeerdl TheSty of BESslovment. Isbemi sod
Money,” arwnad TN & metsiary polley which wun¥es pablle opisien e
Teing mperimenial in chéfedtar & Sy Bal B6 cRawde may el i) §te
Gajecilve 6l gfesly reSacng the long-ern pile of MAsfe™." And i another
plsss o Jis took Be sIS Crily sapRenty Bamever. fan lisy fow far
masagumert of 58 Mir o [WiWEml @ SESE  cOon By ALMULSTING
tae asprogeiate vl of Ineesimenr  For oW oD PAX | ain now somse-
wha: sepitenl of the euretes af 3 mensly menstary peliey Qweten wewaras
®ergen, “Hisiktical Treting of HinswessCrole Theoriey™ LOS, i3,

(4TI Frfossar Hamsen sald, FHUL De GetwEs AF She iirties atiern
abendnal crideses ey cheal WORET ALSEd W B0l Bdegiase, Chesp esney
il not (emie borrowers 1T Uhere are D04 wealliSle romsomAley satbdartory
chtieis fer EOVCiabie BTEEmenl (Nesp money cah enesurage "
If cenditices are faspmbie. FR 1§ W0l Bed aof ilsslf produce an
ma-mm;mm' Fidca? My dnd Blarseay Coolen
Mew York, 1981, & «
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ovirridingg  mpeetance  of  fizeal podicy moeasures.  The sig-
nifieance of Wi rde of miorest vow Temls 1o be viewsd primanly
from the angle of it efferts o the distriboation of iscome and
ore e valoe of capiial assels, 4!

We conclulo  therefore Usal, 0 this respeet, az i the
Sormr reepet  (halinee of  payment defieil), exchange b
precialion poloy s & doabtlul weasare, Trom” the shandipoint of
{he conmlry reslovisig b il

R ot 1o best Hs defocls anid menls 0 o wider @nse, wo
shiop] cimisiber it over-adl effect, Le., s ot In relnbion o
- Iptespnteonal cquilibrian.

Folbowing e sune Dpes ol approsch, we shall stody its
offects o M vhomeabs of intersational equiliteiem @ st on
tse talance of pariment equilibriiom s sl olber nafsons, Al
secoml an A slale of emplorment and inconse in tleon.

. To  investigate ila elfecls reganding the firld  aspest
(balance of payvosed espiilibeiung we shall  dislingwish, 28,
Polnk (20) did belwoss bwa bypes of disequilibriam, 0 Price
- diesguslibriom ool 20 structorad slisspuilibdom,  These am
o the bwo basic eapsos—in addition o caisses of evelical nature—
that can bring & eounley’s balanee of payments ol of nquil’lha
vice.  Sarting fram an egeiileiuny slustion, prics diuquilib-
viwn will devebop whien L general level of prices of o munt!y
rises (0 cospiueson wills (he general lovel of prices in all olhor
eountrics,  The wwsl sieiking exanple of this kype of over-
 walpalion ocears in Whe case of domwslic mf3akion, ,&!‘l'llﬂm_'ll
diseqquilibpiaim develops when inlernational demand shifls swiy
fram certain predocts of o cowMry, or When that ecsinlry's
rolative supply position of eerbain expartabide commodilics e
lerierates.  This dewvelapment (8 connecled mlh changes n
- production bechinige or consumpfion demanid it e woerld.
The cffect of both types of causes o the balaneo of
yuyrents of Lhe countey direclly coneerned is similar,  The
Dalssee = distarbe).  Whalsever ihe cause of this sirained
 witualing, deprevintion of the exehange s 1kl to be sewn &5 o

(ARl Thead

. 156 I I Tk, “Bacisanze Deprerisvion wod InteTRareOar Momtsary
mlw* Rowies of Boossnie Elaitelion, Aseos, 1947, 2 1% :

- "I_A il _wrjelc aduweh colls & e ==} ..;114.—.'&-" wils _!_
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possikle solubies, Hol the offech of deprecalion om M skl
af lwree s profoundly defferet, depemibing on whellwr e
canse I8 of type & or 2.

IT, &% we assemed, Ibe overvalustion of the currocy of
country, say, A, was Jdus bo @ vise of ils elalive pres bevel, a
degrée of depreciation of iks currvocy i passble which wilt
Fealore the equilitfrium relative price rativs belwesa ids country
snd il athers. If country A depreciales s correney o Laal
extond, lrade will move back mto it eld clhanmis.  The bl
oquibibrivm sioation will have Iewyy re-estoblishel,

. Theis is n preenisimg possshiliy peily s o givids assiojdn ;
a Malic strotural eowivimy in adl olher ownotmes,  In oibor
W, W assume fweve et fhe distarbsnee in e oquitibpum
relative price rativs will mot sel into motion a stroclural change
In the otber countries, The illier counlries are Nupposed, s Lo
Speak, 1o stay where 51; they wen fil e ollive counley with
the evervalued corvemcy dupreciates. But (| b possible, of
voarse, thal the bemnporary overvakuation of Wal countey “A™, i
A persists for 8 safficient period, may aclivale Saime eounoamig
facbors of a dvnnmic eharsctar, in some vlliey Soaniries, such
thal if eoumbey “A" depeeciates later, g slale of dissquilibrinm
i sme othey coantries may devolop. 1y (he wwevaluation was
tempeeary, or of o soall magnitude such that 50 dynamic or
struetural change may lake place in some otber cuntries o
geaneal equilibrivm may be rewstalilished again following the
ieprecialion in conntry A", =

 Wesow pass (o the case of o stractury) disequitibrium. T
this case, s in Whe formier, the deprecintion of the (53) earrency
inconrtry A" will affect the balunces of oiber countrees,  Hul—
and kis is the significant point—tbey are not shifted baek to

Wir otiginsl equillbemen sitvnlion. The doprecistion of 1be
carreney of "A” is & mpew disturbanes in the intornatkonsl

TRt T np——————
& T e etaido mmm._n-wrdammm
: : , . ; .
mhuﬂvm‘ m__ By ooMnbry A pod easoriol 1o I3

153} The origieel sibuaison 4 sevEmad 1o bo thst cotntry “A” teseres
& pusive talanice which b someetustad by ki badafces 15 GLBEr GOSLHLTESE
So which mbenadional demand shilts [
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urkels Wisiel s gial neulralize the offeete of the shifl of de-

mind or sapply, exeepl for sosntey AL For all coundries
oxeepl enunley SATL Whe elfect of depreciation may be eltber

Narger ur =ipaller Uskan (ke offogt of the eripimal i'._hln? im adee

pael o swugeply. Deeause the effect of depeecilion, @ 1he
sdunlions awmber diseussion, would e o sncourage esports kn
gewernl  anel Lo ollscoqimmze  aypearts o general.  Thas  all
cotniries wWilli whisel counley A7 Lrades Wil be affocted by e
dopresintion of bs coirrency.  Toowhat extenl cach will be aifect.
od depemls nn Hse agmitele of the trade of each wills country

=AY gn Hwe relevand elpsbicilivs of demand asad spply, and on

ceutain ddhwr 1250 Faetars. '
The fael [Bak i o silustion which hes evolvad Trom ogoibib.

whwm by o Sl in snternational detpnd s or sopply lw des
preciafion of ofe curreney casad, exced by pure chsoce, re-

stare an equililerinn, is obvious Trom seneeal Wheary,  Thae acl
of wuilibrivm exchange rales betoeen Use countres of the
sydlent & defevmined by Hee gdemand end supply condilions o
oach, 1 these conditions chimnge, & new seb of rales will be
recusiresd Lo pelurm B aon equililsrinns sitoalion.  The pesition aml
Ihe #lape of all demand abd mpply sehwdulee will delermine

what Hhis equilibrigm will be

Taking o consideralion the rolo thal Hhe previcasiy

‘menlioned  econnke  magniludes exert on the  equilivoating
. plemonts in the systenn, and the complications resalting from

their operalion, there is a large probability ot exchange de
preciation o correct a silustion of structural dissqoilisiom will
Jearl to & barper unlalapos n the sysem than that which it
intonded 1o poeroel.  Accowding 1o different liypothesis regnnd-
ior these magnitudes (or no exact slalistieal mensure for them
palr coaelasionss condd B Tormulated. 1o Abe mnjorsly of cases,

Twwerver, e depreciation by ene eountry to offset o strustural

diseeuililsrisimy is likely b bring one o inomw oller comstries into
a siluntion which vequives depeecialion of Uheir correncies by a

Targe Neaction of the deprecialion of tha firsd coustry, wal T4 may

38 Paatlcularip the neepmal Divgsviiles 1o Sapors. o (WSS,
g the mUener effecy i
chay OB 4. o IEL
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even coneelvably cause, for one or more couniries, a WMOre WUn-
favorable balance than that of the lirst emendry, and may hencs
recpuire & greaber dogree of deprecintion.

Viewing Ehe second aspecl of inbternslionsl egoilibriom
fe,, teal related o employmenl-and incame) wisich (he exelungs
depreciation endnils, the resulis fn Liat case, s in former cases,
are ted cerfain.

In confemporary dsscussion mech stress was e op B
oumpetitive speects of curreney devaleabion.  Tu many quarbers
devaluation wis regarded prmarly a5 o means of Waprovips o
CoiniEy s fereggn Wesde balanee and hience s volame of domesiie
empdoyment, bl vee that operated necessarily al the exponse
of other countries and nvited relalialson,

Mure recenlly, imperial stodies bave sugsested & sliifl in
eiiphass. W has been shown thal countriss willy ideprecialed
cirrenicies inereased Lleir exports mainly Lo ather calsntries witls
opracislad curvencies. This was & nataral resall of the expunsion
of production and mosey (noome which scesmpatied or follow sl
evaltation. 350 Tn other wands, aonelary exparsion temded 10
stimmbade nok paly home markel selivity but alss the toreisn Lrade
Or the coumlries willl depeveiatod curroncies fufer so.  When die

- waluatson by any one countey bad no odher effent than improving
ihe trade bBalsiee, thal improvemenl was rweessarily s lehed
by & dolerioralion slsewhere. Bul when, as was mone Traquently
e gase. devalumibon was lallawsd by s domestie expunsion of
investent and palions] income, [hal expansion wus = et
Expansicn fenm o world point of view, tonding o simalais
Torwign frude all tound.  The revival of aggregale demand m
certain Imporiant markels, ratlier than any exchangs dumping,
appears lo have boan ane of the central facors govorning (e
movemnest of trade during the devaluation pericel. (35 Thw
evidencr soms lo sugpesl thal any expor gains ohilained by
devaluation al tie expense of eomnlries thal lad o0t yed dovalised
were Shirt-lvd sied relatively unimportant.

Naw, grading the axchange dopreciation in senral seeord:
g o our provions clasifiealion, we find (hal In minar cases

I
(33 2 Mame Eschgmge Dewociation, O T
Al Toad.

nEeE o T " & e ey " o R - sl sdih A B




e ¥, # RLB0OLLA. — METHODE OF ADFUITAENT 4

it Iz eillser menlral or positive in effect, and in the majerity of
cases il bas a nogalive effect.
Froan (e standpoint of the individual countey rostoring to
L we have fauml (hat in eevlabn cirenmstanses it may fail in its
objpelives as an  eqellibrinting foroevilher for corfecting a
Tabanen of pavevenl delieit or as & slimulus (o economie activity.
W have painbed oul Ml s sueecss in elther of (hese objeclives
is subjee! tn mamy qualifiealions aod assumplions that are not
likely o axist, In the majoriy of ¢ases al least.  The conter of
gravity o the wlhole pictnre resls oa mir assumplion as o the
magnilnde of cladicilios. With a foreign demand elasticity
move [han wunily ‘amd other olasticities favorable o (he siluation)
Ihe exchonge depreciation will salisly, the purposes roquired !
first, an oxporl surplns and second, o memetsry expansions That
may posaibly lead 1o peonamie expansion (in e voloma of

empsloymient and inenme).

Wil rospeet tn itz offoeds on (e (ntermationnl equilibriam
fapees wo flan thnt, starding from o slate'of squilibrium exchange
deprociatlon by any one conotry # likely lo add & new b of
disturbing elements, or n magnitade of tham sreator 1han belore
and by this it would be gualilied 0z of & negative elfecl, Tn
cases of glroclumal digecuilibrinm, # was fonnd 1hal a geealese
number of éauntries bgeiher reo¢ive an unfavorabls Malance &
a resull ol deprecinlion o offsel the unfavoralds idance of o
sinple connfry., ‘Thal menns at the nel effost en Ihe squilib.
s risling forees f= negadive.  Theralore, where an adverse halance
of payrvnls is the result of o structural change in demand or
supply coneditions, enreeney dopresiation, thaugh It may—vnder
favorable conditbons—solve the diffienlty of the ¢omnlry concerm-
o, s pntber of concern to all other countries.  If {he couniry
Is one of the main trading counlries and if the deprostiation
roquired i large, il i likely 1o sed into motlem & chain of
disturbing eloments in olber countrics. The magnitude of these
disturbing eloments depends on some seomomie ecofficients which
heir slntistieal measures are difffeull apd the informalion alont
tham s limilesl. Such statistiea] informalion as is available ab
prasent would appear (o indicate that the internalional weper
oussions are sarious, “This information provides a sirang pre-
umnplion dgninst deproctalion as a measure lo remedy what Palak
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called a slruclural dissquililiviam,. Tn cases wheve n couplry's '|
Lalance of paynsents gels oul of equilibrivim owing o slroctural
chunges in demand or supply, full afbenticn should, terefiae, T
glven 1o the effeet of depresialion oe eiher counlries,
Where an advense balancs of pagments is e renull of over.
valualion of a eounlry's curreney, exchanse dipregialion will
have a meokral effecl on Uhe slafe of Inlernational equilibrion,
In ollier words, I8 will nol add more or less b the existing
pecmomie  forces operaling  for  eqidlibrom,  This eass of |
newlrality is subjoct, as we poinled osil lefore W an impEortant
qualification, That ks Lhat (e overvalualion shosld be of a
lempoeary characlor and does nof lasl enomeh bo 2l Tnba metbon
any dynanie or sirictural ¢hange in olhee countriss, |
Is il possilile that oxchange deprieislon can have a péallive
effect on the Inbernational slale of equilibelmm ¥ If we powld
assumo that o nagalive effects (resulling Prom Ube exchange - |
deprecinfion by n singhe counlry) on the blance of payments of
a Erp o nm_l‘lmm lnﬁ"al'l’wﬂ in lpas Ihu_f.l he posilive effloedy
oo oihier matione, then Hhe vesulling dsegquilibsiem will be less'
seveie Whan e original situatbon. o other wonds, e s of
Wi negative balances restiling from the deprecialion will e
sonnklor than fhe inilkal bakenee. Another possibility of a posil-
ive offeet 15 coneeivalbly provided the msidmal balanee (he vigl ]
ileinational dlsequilileinm) ie belter distribubod fhan the arigis.
1l balance.
As b Ve odlser axprect of equilibriun islale of employiment)
onir eopelusions will depesl on our theary 0 Nissiness eyoles, If
wy favour the view thal neonetary [scloss operalimg  Lvoagh
Inlevest rate) are vespopsible for eomoense expamsion, then an
export surples pesulling from an exchange deprocisliva (unsor I
favournkle conditions of comreel may lesd oltimalely 1o a nel in-
crease in employmenl. If we o pot favour thal view af husipess
evele, Lhen the monelary faclovs (say, a bower inlevest mle) ve-
sulting Teony expol gmplus will nol have any setosl effect on the
volumea of investiment, -

The et effecl of oxchange deprecislion, in this respect, =
very hard bo prediel.  Our (57) eriterion sheubd he the lolsl world

L mmwﬂnm-ésdmwm
gyer the wadd
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volume of vffeelive demamd.  If an exchange degireciaticon reslor-
od to by oo eonndey pesults in o nel decreage in thal voluma,
the exchanse depreciilion will havo o pegalive effect. _ If it adds
a et effective dennd for soaks eountries egoal in nsagnitede W
whaot ol withdraas froen obhers, s effect will e nealral

A posilive ned effect is compevable il an exclange deprecial-
i by o counlry may  rescl favearably on fhe marginal
efficicney of enpatal schestule an sme pibhor counlries, A country
Which prelies vaw maledials on o large scale, which am
erosnplind fur inddustvial procdaclbion e some allier couplnes @y
b taken as @ fypical example for thol cese,  The offeet of de-
prechation—hy bwering the price of paw materisls is the sber-
nadional wearkel—may raise (he margin of prospective prodals
soime indusieies aml, therefore, may act as a stimulng lo pew 0=
vistiments,  The todnl elfeetive demsasd oay be grealir aller the
depreciation and i ol sedtss I8 wold Bave s posilive effect.,

Apart froon L possibie disturbing offests wlhich exchangd
depreciation may cause in U forces (Working for} inlerpationsl
eqquablibricans, 18 dooes oul appens, per i, Lo be a suceessul correct-
e Tor balance of payuments disequilibria, noe dess it prove lo be
an effective protechive mulbd againsd external influences, 18
Offectiveness o ballt respechs s qualsfied by many faclors whsehs
ake i a very doubtful emedy.  IU s usually assumsed that &
epreciation al e exelange acls as a bounly gn exporls god a
duly ann imports and Ueos tends o unprove Lhe brade balsioe.
The supply and ilessami cosdilicns necessary foe Diis resull yay
be presant poemally, lul ey canmol be ssssmed as given, 18
Hak been noted, for ionstance, ek i o oounlry’s demand Sor
imporls & highly belastic, & rse in (e cost of foreign Correndss
may easily lead o o delerioration of the trade balanes, especially
il foreign demaml for the country's exports is also relalivoly
inelnstic.

As Lo the rest ol wessuma inedudod in the Uhind group
(kariffs, bounlies, ainl so [oddh) teir of feet ks, obviowsly, largely
gignilar Lo thal of exelange S'l_ll‘iMJl'(ﬂi- The underlying forees
in Dodl resl on some sorl of pries annd eost manipulaticas and
thas their ullinete suceess in correclbug o given external dis-
equilibria Will depend on one estimation of he relalive smagni-

- |
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tudes of the four previcwsly mentioned elaslicities (i penecal
terms, o8 W coniditians of supply and demaisd).

Excliangs control and all ulher welheds of overall smpart
conleed Incleded in the fourlh group lsave definilely o rolalively
reator degrve of suceess in correcting & balance of payments dis

3 oqﬁili]wh avd peotendlizing e exlersal infloences Lhan Lhe
fprmer mensures.

To meapitalate : Firsl, the messares dogigned to correel D
offect of external infloesens i (ke intersal Tiokl seesn lo bo an
the whsole more surossslo] than Whose disigned 1o wive Lo inler-
walivanl baluses of pavients disequilibiris retalling  fremn Ui
saume infleences.  Secand, the moro the methods are effective
. In curlifng and ironing und the externnl influences ve.g., oxchang

controd amd overall impork soatrols displaged in ono Tarm oo

asothor] the more they load (o bnpeding Ee Mow of foreign trads,

redueing is vofume und diminishisg substudisily Uss pressmed

benstits of infernational division of labour. Third, in almost

evary case tie inbernatipnal transsctions of a small amid Lypically

expurt counlry; lke Ezypl, will be sericusly affecled.  Beca,

il we suppose foreign coundries wnable 6 meel tho exlernal

pressure lmposed oo them by lucluations in Ameriean ecumttic

=cliviky, their indermational transactions will be duly affocted and

%0 possibly their impor! requirements from all and every odbwer

) eounkey. I thay suceeed in impeding the Now of oxtornal b
MNuances and pressire, their succiss swms o lead ultisnately to
A siinikar conteaclion in thelr aggregate internalionsl transaetions
akd & counkry, like Egypt in such a case Wo, eanpol avoid Iwing

This type af analysis led some peaplo 1o balieve fhat little
coubd be donie in sushikoning ar seubmliziog (he external effects
of Amerscan business oyehes, axoepl, perhaps, al a high prece, o
. forogo the advaniages of iteraslicaal trade). Nurkse says :

: “There is a wabespread notian Wat a8l veould bo

. well i Abe inteenationnl sconomy if only the United

N Hnbes condil maintain high snd stable ensplovivent b
~ home.  Seatie poople evan go so far 85 6 sy flst, by

way of interrations] arrangements, nothing ean bo of

TR N . - e - . b . B | B TR
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any use mtless lsore is high and stable ﬂmmml in
the TTnile] Slales"" (5

Without guing even that far, we can salely conlend that lh
Cimpact of Ameriean domestic economic developments on the nest
of the warld and e roperctssions of its polickes b the mjll'h
- matbann! sphere can searcely be overrated.

Y. 8 EL-MOLLA
' 1
_f': - |
L 1
. .
1 S
" welpa
1
n
»l
PN |“-
‘gﬂé— _ - 2
(M) L Warkse “Domestle Vermw  Iapermationel  Bowiivelush
Amgvicen - Rewime, 1T p VW )






THE PLACE OF KEYNES

"IN ECONOMIC THINKING
Isy

Br. WAHI MESSIHA

Ihapereraont wf Erowuwics, Faculiy of Convindige,
Fuad 26t University

V. — In hie gminating arlicle on “Reynksme of Pre-
Reymismse™ ) Dr. % A, Nasr dismissed [he ides [hat Keynes
W i mere praposisber of eoriain strains of onghl that lived
in an tiderworhl of oblivion ased negleet,  That the wine he
presented was pol ol wine hoftled in new vessols, bot a Bew
lsransl allogether (21, He is enmiphintic that the search for ertain
significant passages heve and tlore, for the sake of discovering
precursard, might be an ileresling job, hoseh i might not
bl to any uselnl resulls. )

T this respsrks made by erithes, that Keynesian Beonomies
i Lhe offapring of the World Eeonomie Deprossion, and that his
sysbemn ddovs nol apply o condificns where inflalion begios to
have s swny, Dy, Nasr peanyimibs hie readors of the three follow.
ing priosiples, (3)

boBvery Lwesory 8 bosed an oertain namber of ww

[IEN

!,—“,’!Vﬂ?)’ i pﬂlh‘_\‘. ] |M’I‘m cn 1be wﬁm

pEevnling,

so-Represinn bals of analysis have Lhweir oen P in e

sucy of iflalivoory consdilions.

| aim b Tl aggroonien] with these view-points _f"‘““’*‘"
i hiE artiele. My purpes in wriling Wi essy is 1o foldaw
age @wrlain ssues eaiseld by the wriker,

————
() Sev Egyple Comemgorsine, Juig 101, B % :
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3. — To mosf sfedenis; 11 & estremdly puzzlinz, wiy Ira-
ditional econoemics was alaied alkant o matlers of seteral sgid-
arimm,  Eyens Malthus limsell to wham Keynes pseriisd goeal
fusighl ay discoveriaz he eoncepl of "effoelive demaml™,, enalil
il nchiove somolhing of nobe; gz all hias discussions evalod an
e effoed of savings or pasimony oa (e garl of lpeprescdes,
in condilicas thal conld nol albow Tor thoir profitalile s, Tl
following passages are & sood exaniple of Malthues's arguements
i Whis regard @ “I is undoulitedly passible by parsimony G i
vobe ol omee n much larger share than wsasl of e produce of
nmy eousley ba the mainlenance of prodorctive eapital; amd Bl is
e true that tie labsourers sy emplasisl ars coptmmres as well
as unproductive Tnkwstrers @ and as far as ho Jalvirers dre eotr-
“md- there wildil be o dimlaslion of mwmptim 1=
mand.  Dul it has already besm shewn thal e coastinilicay el
tomani cecagiomed by (e persous sniployed in prosductive falsr
ean never alone furnish a molive o the ascusmuidlion ami enw
playment of eapital ; snd wilh regand 1o W eapitalisls e
selves, togelhor with the lasdlonds and oller rich persone, Lhey
have, by fhe supposition agroed I be parsimonions, ami Ly do-
Iﬂ-lm 'hm’ulm ol helr usual ranvenionses amll laxusies, by
save Teom theit revenuo and add Lo (hgiv copila).  Uneloe Lhose
(Y.ﬁ'llllwmm& 1 would ask kow o i peoaEslide Ia s;lppqm 1t
e inervased rantity of romanesdithes ofilnined by e ineredsed
tusiher of prvdiclive Whourers should Gnd parchssas, without
#achl & fall of prive. as wiald prvibabily sink (Bele valus, Iedow
the ensls of production, or al least yory greally dievimial Dotls
e power amd fhe will ta save'™ (0) and npain * “In the ense
suppassd thers wanld oviilemily ho an wosisgnl quanlily of eom-
wodities of all Windy In o mavket, baving liomn eonverked, hy
the nncumaulalion of eapital inlo prodactive Mabear @ while Gie
nurnber of Jaboupers allogntlntr being Wie same, nnd (e P
ned will fn.purchnse for consumplion simong landlonds, ol
capilalisds being by sappesition diminished, commoditles
nocesaarily fall |l\_“hm ampared willl lobar, 8o as lo lower
prrofile. almast i nedbing aml b0 ek for a Lime fariher pre

() Works & eorrep of David lichani Veb 11, Noles sbulehl's
yelcipies of Pel. Eoma. pp. 3l o
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dgclboge, Bl Lhis = poecisely wle) & meant by the lorm gt
Wleicki tor Havs i im o o¥inlenl |y Svpesal sl Nﬂw"- il
W= pite elear, Haat 3altlues war Beep an reliding Say's
Faeons sbwelins Pl “=pply eepalies i85 ovwn demand” ; apsd thak
I puasinl luis thesis oy Hlse ol Dl Esere was o &ift o the
| shevedure ol pesbietion, «bie fis o shift i e neomg allocatsan of
! Hse well ki elasses.  Such a slnfi 6 eome albecalivn of the
vich chasses, wonhl pesull in o fransler of kabour Trom wpanise-
e work., salssliying the islle whuns aold caprices of the rich,
i piesbietive wirk sesulling in satisfying the meels of the eom-
iy aegele 5 fhe working elosacs themesiyves,
P amy view, Wi gesonplions o which Malthus's thoary s
Buiseond irve Ll following
bkl wesi| peoduetion amd tolal real snesme G borms of
labseritr shis vl amicersy any change,

i 2 —The posexistonge aof gseniployed labour.

S elngige b Ui weeaiw alleeation of the Rich, due lo an
ncrease we Mieer piopsissily 1o save amd accumalbele,
|’

a=Suvinga are el i effecling an inerease i the pro-
shisebionn of compivon goods al the expesise of & deécrense in
thee pembetion of die servioss wad luxarios.

gl propensily b copswnse of e caminos peopls und
workers vénsiing as bilore,

Vikler such condilions, savings woulid beoome abartive. In

Lisis vospweel, i1 woubd be Bardly distinguishod frow “hoarding™
i Ls modern seose.  Saving o Do peet of Lhe riel Is ool com-
pensaled Ly an merease in the propensily o consume on Uhe part
ol Upe poor,  The =luds in peedoction, dos ot provide for Lhe
Cmlisfioclion of pew waols. U0 wands are nsed, Ly an avalanehs
uf Use same kinds of goods el were produced bofore, Tl
inmvestiments of savings, as Mathus ssumal, s devolsd 1ot
creption of o bundle of consumers’ goods by usiag le saise
miethosls of prodiaelion.  This eroaldon of ulilities is not seme.
thing wbditbonnl, veer and above the lotal ilities that were pro.
ducsd heforehand & bvasse fhoy hiave an offsel of ollior wlilities
thaxuries wle s, the preduetion of which bas ceasel,  ln other

Ay O allop e
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words, savings are reslly nol vsed in erealing addifional weallh,
Lo in creating new “ipveshiwent'’ poaper, as owe pow aniler-
fland the berm : but s assl e o direclicaal substilatainl sense.
Even Ricando Bimself, who has Deen assailed Ly hevoes as e
Topmuber of o school of Whoughl, Uil led cconvemie Unnking —iy
s regard. o wrong lses, adisilled in one of lis nodes o
Mullhus thal if the comaneslities prodaced be suiled B e wanks
of the purchasens, they eannol exial in soeh alitmslanes a5 sol o
find o markel.  Mislakes muy e made ol evminodities gl
suited to the demar] may Lo prsdueed—od tiess thore 138y lw 4
ghuls Usty may not sell of Uheir wegal priee: bat Lhen this s
owing to the mutake and not o the ward of densisd (o .
thactian. (1)

If my inborpretation is eovrect, nol even Malthus wha Tl
lieen given Cie eredit of hetraying the fallaciousiess of s suppo.
sedly selfadjosting equilibrivm of the tmditional eeanotiics,
coulel be considered as & plomseer, discovering the Tactors which
Eern ibe intorplay of forees thal shape sconomic aclivily and
cause its oeeillatbons.

l':mner fellowers of (o samo sect, follosaod (e samo pat,
'ﬂwir imlerésis wery aheurbed fn discossing e taws that Lol
pairtial eipuil i,

The rythinic waves that eippled on e smoodl ssirfers ol
oomnomic Lfe, wore supposed I bo due b0 faclurs Thad wore
mmum_s_. 1o the warking of the ecomanio process itself, sunspeds.
goid and badl larvests, the propagaten of inventiona, (e diseoe
viry of gobd mines, Lw peyeholugy of businees peuple, sle..

3. — Oaly flose win were Joked upan 88 dissenlers dil
show in ihwir wrilings & esrlnin appeeciatinn af 1o pirodileny of
disoquilibirium,  Bowever Uioy treated it #s a Magraat symplom
of the socinl injastice of the eeonomics of “Inissor-tatre” capital-
IS, Sueh were the vidws of Bismondi, Mary, Hobson and their
Uke. They could nol s in the vagnrios of econosic selivily
anything, bul & striking disharmony between the interosts of the
capilalists and those of (he working people : a worlly  prvonl

i1} Wecks and oorreapsndsnce of Ta: in % =
G of Pot s wid) Taria Yal § Noles 05
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whiscll ex@ubifs The exploitation silferal s e labousrng classes.
No b, s are sideoviows. They can be yelied oy o px-
plin ahifficnllics thal equilifwiom conditions nnight encomnber
lhey mighl b peganbes] as additional complicnling factees, thsl
wonbd aceclorale U Tusvor worked by deprossions © bud nobotly
conh maimlain thal they are by Themsokves respossitile for dise-
il 10 Haew lend their full welghi i crealing a CRiss,
“H} eutthl gl Lse vleprerslod sy S explaag, W,Q' lh!' wu
wwine shonelol Tave le ey wiy,  Syminivbry io aaeh an analysis
i backing, wiml the hievrelical sieoctare 5 found o be lop-sadal.

40— Keyiwes's lhaory however, slamis alood of all these cur.
ronts aof thesighit, 11 is an lndependant and solf-conlaned slruete
ave, wineh does ol rely for the explanation of tissqaibrinm
on Wie appaccnl eonsequiences Lhal reveal its exislopee,  (ver-
ivostmenl aml wedereonsmmplion are ne more Phan isedlents
Wit enatrie fo Wie Tradl of e action of Hhwse forces thal govern
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IND X NUKDER OF WITOLESALR PRICES IN EGYFT
(Jume - August 1030 ==100)

Tl whelesale price index published by the Slatistical De- |
partmeat, Minisry of Nafiooal Economy, covers 85 ilums sub-
divides] fnlo 53 varielis for wiiell 485 quolalions are coliecled
weekly, Montlly prices ane anmﬁﬂ of the woekly prices.

i numiser of price quolabions per fbem were delermined

s0 o ta give L index beplicit weghling so that each article is

| woighted acsarding 10§18 relalive Impostance in the mckets.

Tho syslem of weighling sdopted is that of the indirect method,

in which L prices of an orlicle are repsiled in different stages

of ils production, and ly ils Srades henco the weekly quetations
amount Lo she, _ _

' The articlrs sclécled comprisa praclically the main elaple
eommodilies used in e unlry, cither praduced or impor
whieh inclizde raw malerlals, semi lnished and consumerns gowds.

The ilems are classifiecd by groups. Tha clessiflcation i in
| acoordamen with thy natare of the commodifies, Uis the 8 items
are divided inlo 15 groups, six of which represent foodsinffs, and
the vemaining nime eover Lhe olher principal commodities,  Ragh
ﬁ:p hias ils Index in which s items are also Indireclly weighled.,
e wieighbol goomedric average of tho velatives is taken for anch
group by ilsslf,
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 INDEX NUMBER OF COST OF LIVING IN EGYPT
(Jame - Ausgust 1935 = 100)

Tha eost el living index number pullished by the S1atistkeal
Depariment, Minislry of Natsonal Economy, |3 based an Lie Erife
tiple of ibw family bedget of expendilure. The families laken
inta accounl are Lhosa of the lower middle elzes with 4 monthly
income of L.E. s5s8 and with &3 members op #vamgn (or 5 oon-
sumplion anilsh,

Main expenditory groups and he weighl given o saeh
group. lin percentaze) are -

Food, fuel and soap 41, Rent (inslsding dircel and goparal
laxes on the permises) 5, Fares 3, Pelly expenses 5.3, Clothing

#6,7, School foes 6,5 and Sundry expenses 3,

Computation : in tha group of food, fuel and stap, the ag-
gregale expenditure of the primsipal articles of consumption
weighiled by the quantiliss necessary for (he manllly cansump
tion of the commodilies Iherein of the said family is taken and
related 10 that of Ihe baso period. For clolhing Uk arithasetic
muean of price relalives is used,

The choice of commodilies in the foodaluffs and clothing
gronps has bean mady 56 as o ensars uniformity all the year
rounsd, in onder thal the index may not be affoctd by e seazonsl
sppearance or disappearanes of cortain ileemns. ]
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¥ Mared 1967 152e2 31 T Cctaber 1008 20075
Y 58 Decombar SR 157 N 3 Felwuary M8 e
G T May 186 11410 @ sk Hareh 1941 =

8 Bst Oeisber 1950 B9 (5 st Deotaber ) 10334
(2 31 Deoember 1050 B (i -

= 10 Murch IME s
(M6h 29 Ousober 1900 WL (% 86 Oclober 1940 743
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(155 enumesaind foo ing ared was S8C1C 6081 beginning 1947,
Westarn Oamasy oaiy. (35 1968 Including Dedrcanese. (113 380
1508 rxcluding armed Sorom overstas merchant sehmen Wl s, (133
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